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KEY ECONOMIC INDICATORS 
In billions of Austrian Schillings (AS) at current prices, except otherwise stated. 


1985 1986 1987 1988 


Estimates Projections 
Domestic Economy 

Population (millions) = 7.6 
Population growth (4%) ‘i a é 0.1 
GDP at constant (1976) prices : 3 914.2 
GDP at current prices ‘ 2 1,541.2 
GNP at current prices 3 : N/A 
Per capita GDP (AS thousands) ; : ; 203.5 
Consumer price index % change ‘ = 22 


Production and Employment 
Labor force (1,000s) ; é 2, 357. 
Unemployment (avg. % for year) ; : : 6. 
Industrial production % change ‘ é 0. 
Fed. Govt. deficit as % of GDP : = Z 4, 


Balance of Payments 
Exports (FOB) 
Imports (CIF) 
Trade balance (incl. transits) 
Tourism receipts 
Tourism expenditures 
Services balance 
Current transactions not 
classifiable to goods or services 
Transfer payments 
Current-account balance 
Foreign direct. investment (new) 
Foreign debt (year-end) 
Debt-service paid 
Debt-service ratio (as 4% of 
merchandise exports) 
Foreign exchange reserves (year end) 
Average exchange rate for 
year (in AS for U.S.$1.00) 
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Foreign Investment 
Total (cumulative) 
U.S. (cumulative) 
U.S. share (%) 


U.S.-Austrian Trade 
Austrian imports from U.S. (CIF) 
Austrian exports to U.S. (FOB) 
Trade balance (U.S. favor) 
U.S. share of Austrian imports 
U.S. share of Austrian exports 


Principal U.S. exports (1986, $ million): Office machines (164.0); non-electrical 
machinery, excluding business machines (93.3); electrical machinery and equipment (75.3); 
pharmaceuticals (70.5); vehicles, including airplanes and boats (60.9); mineral fuels, 
mineral oils and distillates, bituminous substances (41.7); laboratory instruments (31.1); 
chemicals (30.1); medical instruments (25.1); plastic materials (24.9); instruments other 
than medical or laboratory (21.0); miscellaneous chemical products (17.0). 


Principal U.S. imports (1986, $ million): non-electrical machinery, excluding business 
machines (172.8); iron and steel (71.2); vehicles (65.6); glass and glassware (56.2); toys, 
games, sporting goods (46.6); articles of base metals (45.1); electrical machinery and 
equipment (41.3); instruments other than medical or laboratory (38.2); office machines 
(25.8); preparations of vegetables or fruits (25.1); chemicals (23.5); dairy products, 
eggs, honey (20.8); laboratory instruments (15.7); plastic materials (14.2). 





SUMMARY 


Faced with growing federal debt and a slowing pace of economic 
growth. the Austrian Government has embarked on a policy of fiscal 
austerity and economic restructuring. This policy will eventually 
lead to a significant improvement in Austria’s competitiveness. but 
growth will remain moderate for several years as the economy passes 
through an adjustment phase. 


Real growth in gross domestic product (GDP) slowed to 1 percent in 
1987. as modest increases in domestic consumption offset declines in 
exports. Domestic consumption will grow at a slower rate in 1988. 
and forecasters fear that continued sluggish exports will result 
again in overall growth of only 1 percent. Unemployment wil! 
increase to more than 6 percent. Inflation fell to 1.5 percent in 
1987 and should be around 2 percent in 1988. Inflation, interest 
rate. and exchange rate trends will mirror those in the Federal 
Republic of Germany because of the Austrian currency’s linkage to 
the West German Mark. 


U.S. exports to Austria were stagnant in 1987 in schilling terms. 
and the U.S. share of the market remained under 3.5 percent. 
Nevertheless, the United States enjoyed a bilateral trade surplus 
for the first time in years, as imports from Austria dropped 
steeply. Exchange rate trends should help American exporters expand 
sales in 1988. Best prospects are computers. electronic components. 
health care equipment. security equipment. chemicals. and analytical 
and scientific instruments. 


PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


ECONOMIC GROWTH -- SLUGGISH PACE IN A PERIOD OF RESTRUCTURING 





Throughout the 1970s and early 1980s, Austria enjoyed more rapid 
economic growth and lower unemployment than most other Western 
European countries. due in part to the government's policy of 
preserving jobs at almost any cost. The bill for this policy has 
begun to come due. The coalition government. which took office in 
1987, faced a large federal debt. outmoded state-owned industries. 
labor and capital markets hobbled by structural rigidities. and a 
low rate of job creation. 


The coalition parties have acknowledged the need to deal with these 
problems and have adopted an economic policy based on fiscal 
austerity. limited privatization of state-owned firms. gradual 
regulatory reform, and encouragement of industrial restructuring and 
innovation. These policies should put Austria back on a strong 
growth path by the 1990s. The next few years. however. will be a 
difficult transition period towards a freer, more entrepreneur ial 
economy, end economic growth will lag behind the Western European 
average. This trend was apparent in 1987. as real GDP growth slowed 
to 1 percent due to a decline in exports and only a modest increase 
in domestic demand. Forecasters expect the 1988 growth rate to 
remain at 1 percent, based on continued sluggish exports. Domestic 
demand will be restrained by a restrictive government fiscal policy 
and by !ow growth in consumer demand. 
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BALANCE OF PAYMENTS -- SURPLUS TO CONTINUE AS EXPORTS IMPROVE 


About 40 percent of Austrian goods and services are exported. 
Austria usually records merchandise trade deficits which are, 
however, offset by services surpluses, primarily from tourism. 

Lower merchandise imports in 1987 and growing exports in 1988 should 
allow maintenance of a small balance-of-payments surplus. 


Merchandise Trade: Merchandise exports declined in 1987. for the 
second year in a row. Increased sales in Western Europe could not 
fully compensate for decreases in all other markets. In 1988 
Austrian exporters should benefit slightly from growing world trade. 
and nominal export growth of : 
3 percent is forecast. Growth will again be concentrated on Western 
European markets. Weakness persists in Austria’s export structure: 
40 percent of merchandise exports are in areas with low profit 
margins, such as raw materials. agriculture. and semifinished 

goods. 


Despite lower exports. Austria’s merchandise trade deficit shrunk in 
1987 due to declining imports and increased transit trade earnings 
(“paper” transactions by Austrian trading houses show up in transit 
trade statistics). The import decline was due largely to a lower 
bill for oil and gas. In 1988. imports in absolute terms are 
expected to increase by about the same as exports. resulting in a 
merchandise trade deficit as high or slightly higher than in 1987. 


Services Trade: Tourism revenue grew in 1987, but the increase was 
offset by greater Austrian tourist expenditures abroad and a growing 
deficit in other services. The result was a decline in the overall 
services surplus, and no significant improvement in the current 
account despite the lower merchandise trade deficit. Forecasters 
expect the tourism surplus to grow in 1988. and the deficit in other 
services to stabilize. This would lead to a repeat of the smal! 


current account surplus recorded in 1987. 


If Austria is to continue balancing a merchandise trade deficit with 
a services surplus, non-tourism service industries must become more 
competitive. Also. since there is little scope for expanding the 
quantity of hotel space. existing facilities must be upgraded and 
the average expenditure per visitor increased. 


TRADE POLICY -- FOCUS ON THE EUROPEAN COMMUNITY (EC) 





Austria is not part of the EC. but two thirds of its exports go to 
EC members (EFTA. the second biggest market. takes some 11 percent 
of exports and Eastern Europe, the third biggest market. less than 9 
percent). 
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Austrian officials worry that the EC’s establishment of a single 
internal market. scheduled for 1992. might cause EC members to trade 
more with each other and less with nonmembers. leaving Austria a 
“no-man’s land” between trading blocs of West and East Europe. 


To forestall this development, Austria is seeking closer integration 
with the EC. by aligning standards and regulations to EC norms and 
negotiating continued access to the EC market. There is growing 
sentiment for full EC membership. but the government is unlikely to 
apply soon, due in part to concerns about preserving Austria’s 
neutral status. 


Because of Austria’s heavy dependence on foreign trade. its 
government generally supports efforts to create a freer and fairer 
global trading system. It has occasionally given in to pressure 
from domestic interest groups to raise barriers against imports. 
particularly for agricultural products. The government has 
postponed or eliminated some barriers after complaints by other 
nations. including the United States. 


DOMESTIC CONSUMPTION --— LOW GROWTH FORESEEN 


Private Consumption: This sector accounts for 57 percent of total 
domestic demand. Low inflation. a small wage tax reduction. and 
increasing transfer payments (such as pensions) resulted in growing 
real incomes of private households in 1987. However, a high savings 
rate (13 percent of disposable income) prevented a marked 
stimulation of private consumption. which grew at a real rate of 2 
percent. This year should see lower growth of 1.5 percent. due to 
smaller gains in incomes and a continued high savings rate. Demand 
for consumer durables will probably be particularly weak. 


Investment: Plant and equipment investment accounts for 24 percent 
of domestic demand. It grew at a real rate of 2 percent in 1987, 
with growth of 1 percent expected in 1988. The actual rate may be 
higher if investment incentives are scheduled for abolition in the 
1989 tax reform. thus creating an incentive to move up planned 
investments to 1988. Industrial investment. which accounts for 15 
percent of total investment. grew only 5 percent in real terms in 
1987 after a 25 percent increase in 1986. The slowdown was caused 
by bleak export prospects. cash flow problems in state companies. 
and a virtual halt in investment by electricity utilities. In 1988 
these trends will continue. although efforts to reduce the workweek 
will boost demand for manufacturing equipment which increases 
productivity. 


Public Consumption: Nearly 19 percent of domestic demand stems from 
public consumption. Public sector demand may stagnate as the 
government implements a policy of fiscal austerity. In 1987 the 
federal budget net deficit reached 5.4 percent of GDP, its highest 
level in years. and total federal debt grew to 700 billion 
schillings. or 47 percent of GOP. To restore the scope for 
discretionary fiscal policy. the government which took office in 
1987 set out to cut the net federal deficit to 2.5 percent of GDP by 
1992, primarily by limiting expenditures. 
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The 1988 federal budget calls for reducing the net deficit to 70 
billion schillings. or 4.5 percent of GDP. through a mix of spending 
cuts, reforms in transfer programs, and revenue increases. Further 
deficit reduction may be achieved in following years through changes 
in social welfare programs and a tax reform planned for 1989. the 
details of which are now being worked out. Nevertheless. there will 
be continued pressure to restrict government purchases of goods and 
services. 


INDUSTRY -- DECLINE IN PRODUCTION, RESTRUCTURING UNDER WAY 


Industrial production, excluding energy. declined 2 percent in 1987, 
due to falling exports and poor sales by state-owned steel firms. 
The Government in mid-1987 approved 34 billion schillings in new 
subsidies for state companies. stating these would be the last 
subsidies granted. and these companies would have to be profitable 
by 1990 or face closure. To cushion the financial blow, the 
government plans to privatize minority shares in its more profitable 
firms and to encourage joint ventures with private firms in new 
investments. The oil and gas company OMV. Austrian Airlines, the 
national electric utility. and two large banks are all slated for 
minority privatization. 


Major restructuring efforts are under way in state-owned industry. 
Extensive layoffs have begun. particularly in steel. A 
reorganization plan has been drawn up for the holding company for 
state-owned firms, OIAG. which accounts for one sixth of Austria’s 
industrial production. -Large conglomerates will be split into 
smaller companies organized into five units: petroleum, chemicals, 
metals and mining. electronics. and machinery. OIAG expects these 
units to avoid risky diversification, focus on technical progress in 
core areas, and decrease reliance on outmoded “smokestack” plants. 


The problems of the state-owned sector mask the fact that most 
Austrian industry is healthy and in private hands. The export 
structure of private firms has been changing. with more emphasis on 
finished products with strong growth potential. Although no private 
Austrian firms are large by international standards. several are 
leaders in certain niches, such as specialized metallurgy and 
railroad track-laying machinery. Technological development will be 
spurred in 1988 by a new government “technology fund.” which wiil 
offer subsidized loans for investments in technological improvements. 


LABOR SITUATION--STILL QUIET, BUT GROWING PROBLEMS 


Employment: Despite a small rise in total employment, the 
unemployment rate increased from 5.2 percent in 1986 to 5.6 percent 
in 1987. In 1988 total employment is expected to decline slightly. 
and the number of unemployed to increase by 16.000 to 182,000. This 
will send annual average unemployment to 6.2 percent. the highest 
percentage in decades. 
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Wages and productivity: At 3.7 percent. gross wage increases in 
1987 exceeded inflation. Adjusted for productivity gains. industry 
faced a 1.5 percent increase in unit wage costs. Modest wage 
increases are expected in 1988 in view of increasing unemployment 
and government plans to allow only a minimal increase in civil 
service wages for budgetary reasons. A decline of 1 percent in unit 
wage costs is expected. 


Labor relations: Austria’s traditionally good labor-management 
relations are being strained by increasing unemployment and layoffs 
in state industry. Nevertheless. strikes are still rare, especially 
outside the state companies. The trade union federation is heading 
a drive to cut the standard workweek for all employees from 40 to 35 
hours by 1992. with no change in pay. At the end of 1987 more than 
500.000 employees. almost 20 percent of the total. had a workweek of 
38 or 38.5 hours. 


CAPITAL MARKET -- FURTHER LIBERALIZATION EXPECTED 


The Vienna stock exchange suffered less from the October 1987 
global slide in share prices than did most European exchanges. The 
government's first major privatization offering was placed 
successfully shortly thereafter. although price and volume were 
reduced. The 1987 bond market was healthy but was dominated by 
government paper (70 percent of issues). 


This year will see further efforts to improve the functioning of the 


stock markets and to wean Austrian companies away from their 
traditional preference for bank loans as a source of capital. There 
will be a continuation of regulatory reform and marketing programs 
designed to attract foreign investors and increase domestic stock 
ownership (less than 2 percent of Austrians own stock). Several new. 
issues are slated for 1988. including some private companies going 
public. privatizations of state-owned firms. and equity increases by 
other companies. notably banks. 


INFLATION LOW, CURRENCY CONTINUES LINK TO DEUTSCHMARK 


The monetary policy of the Austrian National Bank (ANB) is aimed at 
maintaining a stable exchange rate between the Austrian schilling 
and the West German mark. the currency of Austria’s largest trading 
partner. The ANB pursues this “hard schilling policy” by 
maintaining a small positive interest rate spread over German 
rates. In the autumn of 1987, the prime rate was 8 percent. The 
ANB does not set monetary targets. 


The hard schilling policy has held down inflation by causing 
Austrian monetary officials to emulate the policies of their 
cautious German counterparts. and by reducing import price increases 
stemming from exchange rate fluctuations. The consumer price index 
was up only 1.5 percent in 1987. A 2.2 percent increase is expected 
in 1988. : 





AGR | CULTURE 


The oilseed and feed pulse area expanded onto small grain land in 
the 1986-87 season. with barley showing the largest decline. Winter 
grain yields increased due to heavy rains and humid weather. whereas 
yields of most summer grains declined. Wheat exports in 1987-88 
should reach 540.000 metric tons of low protein wheat and 30.000 
metric tons durum, with the Soviet Union taking 250.000 metric tons 
and Poland 200,000. Small! volumes may go to other East European 
countries and Switzerland. The 1987 corn crop was smaller than in 
previous years, and exports should decline to 120.000 metric tons. 
The bulk may go to the German Democratic Republic and a smal| 
quantity to Poland. These countries are also expected to import 
some Austrian rye. Unfavorable 1987 weather caused a-decline in 
apple and pear production and higher prices. These shortages should 
increase the demand for kiwi fruit. 


Relatively high 1986-87 hog prices led to overproduction. As pork 
consumption is static. the surplus may have to be exported in 1988. 
Due to regulatory measures. the milk supply to dairies was stagnant 
in 1987-88. A new program begun in July 1987 should reduce the 
1987-88 milk supply by 5 percent as compared to the preceding 
marketing year. 


POLITICAL SITUATION —- GOVERNMENT COALITION UNDER STRAIN 


In early 1987 Austria’s two major parties. the Socialists (SPO) and 


Conservatives (OVP). formed a “grand coalition” government lead by 
the SPO. This followed a popular vote in which the Socialists 
received a plurality but fell short of a 50 percent majority. The 
new government replaced a SPO coalition with the small Freedom Party 
(FPO). which had been in place since 1981. 


Much of the rationale behind formation of a grand coalition was the 
realization that painful but necessary economic reforms could only 
be implemented through cooperation by the two major parties. The 
new government’s program. based on fiscal austerity and economic 
restructuring. has sparked criticism by several interest groups and 
by the opposition in Parliament (the FPO and the environmentalist 
Green Party). Protest demonstrations by employees of state-owned 
industries and the biggest anti-government student protests since 
1968 occurred in 1987. 


Partly due to these protests. after an ambitious start the 
government has begun taking a more cautious approach to implementing 
economic reforms. Tension between the two major parties is also 
high despite their coalition partnership. Nevertheless. leading 
officials of both parties. including the pragmatic Socialist 
Chancellor Franz Vranitzky. remain committed to economic reform and 


to the grand coalition government as the best vehicle for achieving 
it. 


The ongoing quiet dialogue on national issues and policies between 
leaders of labor. business. and agricultural institutions, known as 
the “Social Partnership.” has for nearly three decades helped 
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maintain social and political stability by reconciling the diverging 
interests of these groups. The social partnership dialogue is 
continuing. and its participants are searching for ways to identify 
and deal with the new economic and social problems which Austria is 
facing. 


PART B — IMPLICATIONS FOR THE UNITED STATES 


Despite the downward adjustment of the dollar. United States 
exporters were unable to score significant gains in Austria in 

1987. The schilling value of Austrian imports from the United 
States was stable. despite delivery of two civilian aircraft: 
excluding aircraft deliveries. imports from the United States 
declined. Due to a drop in total imports. the United States share 
of the market grew slightly to 3.3 percent. Austrian exports to the 
United States also declined. so that the bilateral U.S. trade 
deficit of 1986 became a surplus in 1987. The surplus should 


persist in 1988. when imports from the United States are expected to 
increase. 


OUTLOOK FOR U.S. EXPORTERS 


Exchange rate levels will enhance the competitiveness of American 
products in 1988. but intensive marketing is required to break 
established distribution patterns and increase sales. The first 
three quarters of 1987 showed growing Austrian imports of U.S. meat 
and fish, textile fibers, fertilizers. ferrous ore and scrap. 
medical and pharmaceutical products. paper and paperboard. iron and 


steel. nonferrous metals, specialized and electrical machinery. 
vehicles, and scientific and measuring instruments. Decreases were 
recorded in imports of dairy products. cereals. vegetables and 
fruits. feedstuffs. tobacco, oilseeds. yarns and fabrics. 
metalworking machinery. and data processing and telecommunications 
equipment. 


Effective January 1. 1988. Austrian law was amended to broaden the 
scope for control of strategic technology originating in other 
countries. In recognition of this development, U.S. regulations are 
being changed to simplify licensing of sensitive U.S. technology for 
export to Austria. Product liability regulations similar to those 
in the EC will be introduced soon, but they will be less strict than 
those applied in some U.S. states. Introduction of these 
regulations should not affect U.S. exports to Austria 

significantly. 


BEST PROSPECTS 


The U.S. Embassy has identified six product lines which have 
particularly strong incremental sales potential in Austria. 


Computers and Peripherals: The Austrian market for computers and 
peripherals is expected to grow 10 to 12 percent annually in real 
terms during 1988-90, although the budget situation will reduce 
government procurement. Domestic production is insignificant. With 
a market share of 22 percent the United States rank second. after 





=-}0- 


the Federal Republic of Germany (42 percent) but ahead of Japan (10 
percent). Annual real growth for U.S. equipment is estimated at 8 
to 12 percent. Personal and portable computers, small business 
computers. terminal systems, video display terminals, 
microprocessors. portable input devices, and CAD/CAM graphics offer 
the most promising prospects. 


Electronic Components: Although the Austrian market for electronic 
components is growing more slowly than anticipated and domestic 
production is expanding. industry experts forecast annual real 
growth of 8 percent in imports for 1988-90. The Federal Republic of 
Germany ranks first among foreign suppliers (42 percent market 
share). followed by Japan (16 percent). Taiwan (6 percent) and the 
United States (5.5 percent). Best sales prospects are for 
semiconductors and especially optical semiconductor devices. 
Capacitors. connectors. and resistors. 


Health Care Equipment: Due to modernization of Austrian hospitals. 
annual real growth of 5 to 8 percent for 1988-90 is a realistic 
forecast. The market is dominated by German suppliers with a market 
share of 49 percent. U.S. products hold a 15 percent share. 
Aftersales service is essential for successful sales. The best 
prospects are for diagnostic apparatus, clinical laboratory 
equipment. gas chromatographs. X-ray equipment. scanners, computer 
tomographs. nuclear medical instruments. heart-lung machines. dental 
metals and alloys. prosthetic and artificial organs. and specialty 
disposables. 


Safety and Security Equipment: Imports are expected to grow at an 
annual real rate of 3 percent over the next 3 years. The 
competitive value of the dollar will play a major role in increasing 
the U.S. market share of 2.7 percent. Growth potential for U.S. 
exporters to Austria lies in access control and intrusion alarm 
systems, burglar-proof electronic lock systems. electronic security 
devices for apartments. fire and smoke detectors. and computer data 
records storage equipment. 


Chemicals and Chemical Products: The climate for imports of 
chemicals and pharmaceuticals remains good. Registration. marking 
and labeling requirements must be observed. Best chances for U.S. 
exporters are in silicone oils. silanes. resins for paint and 
lacquer production, polyurethane catalysts. water soluble polymers. 
pesticides, feed additives. vitamins. fissionable and radioactive 
chemical elements. isotopes. and special gases for the electronic 
industry. 


Analytical and Scientific Instruments: Austrian demand for 
sophisticated analytical and scientific instruments is filled almost 
entirely by imports. Despite heavy German and Swiss competition, an 
annual real growth rate of 4 to 6 percent during 1988-90 for U.S. 
equipment is realistic. Environmental control instruments, 
electrical measuring instruments. physical properties 
testing/inspection equipment, electronic circuit analysis equipment, 
semiconductors and electronic tube test equipment, spectrometers and 
sopectrographs, electronic microscopes, and nuclear radiation 
detection and monitoring instruments offer the best market potential 
for U.S. suppiiers. 





MAJOR PROJECTS 


Except for projects already under way, such as the $120 million 
Vienna Airport modernization. the American Embassy is unaware of 
major opportunities scheduled for 1988. Preliminary planning has 
begun for large investments by the Austrian railroad system. to 
include extensive tunneling in Tyrol province for connections 
between Italy and West Germany. American companies bidding on major 
projects should emphasize the technical merits of their products and 
be aware of the possible need to provide “offset” arrangements such 
as local assembly or purchase of locally manufactured components. 


ATTRACTIVE ENVIRONMENT FOR INVESTORS 


Several U.S. firms have set up subsidiaries in Austria because of 
its stable political situation, currency stability. skilled work 
force, labor peace. and moderate wage costs. Good access to third 
markets, particularly the EC and Eastern Europe. also plays a role. 
The government welcomes foreign investment and offers many 
investment incentives. Foreign and domestic investment are subject 
to the same legal provisions. No performance requirements are 
imposed on foreign investors. 


U.S. investors may seek assistance in planning industrial projects 
in Austria from the Industrial Cooperation and Development Company 
(1CD). which can be contacted at its U.S. office in the Chrysler 
Building. 405 Lexington Avenue, New York, NY 101745: phone: 
(212)370-0717: Telex: 421018 ICD AUST. 


U.S. portfolio investors interested in Austria should benefit from 
the general effort to increase the internationalization of the 
Vienna stock exchange. 


GOVERNMENT SERVICES FOR U.S. BUSINESS 


The January issue of Business America publishes a list of trade 
fairs and exhibitions in Austria. Information on U.S. Government 
services to exporters and investors can be obtained from the 
Austrian Desk, IEP/EUR/OWE, Room 3411. International Trade 
Administration, U.S. Department of Commerce, Washington, DC 20230. 
phone (202) 377-2920. The Foreign Commercial Service and the 
Foreign Agricultural Service at the U.S. Embassy in Vienna are 
available to counsel individual business visitors. 














